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SUMMARY  OF  AUDIT  RECOMMENDATIONS 

This  report  addresses  twelve  recommendations  to  the  college.  The  listing 
below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the 
report  and  the  college's  reply. 


Recommendation  #1 

The  college  implement  cash  management  pro- 
cedures to: 

A.  Ensure  timely  drawdown  of  grant  funds. 
Agency  Response:    Concur.    See  page  32. 

B.  Obtain  proper  authorization  for  all 
interentity  loans. 

Agency  Response:    Concur.    See  page  32. 

C.  Record  revenue  and  expenditures  in 
the  proper  fund. 

Agency  Response:    Concur.    See  page  32. 

Recommendation  #2 
The  college: 

A.  Reduce  the  contingent  revolving  fund 
limit  and  seek  authorization  for 
temporary  increases  during  registra- 
tion periods  based  on  calculated  needs. 

Agency  Response:    Concur.    See  page  32. 

B.  Request  proposals  from  banks  for  the 
contingent  revolving  fund  account  or 
obtain  a  written  exemption  from  the 
Department  of  Administration. 

Agency  Response:    Partially  Concur.   See  page  33. 

Recommendation  #3 

The  college  obtain  signed  documentation 
from  student  applicants  that  previous  finan- 
cial aid  obligations  have  been  met. 

Agency  Response:    Concur.    See  page  33. 


Page 


SUMMARY  OF  AUDIT  RECOMMENDATIONS 
(continued) 


Page 


Recommendation  #4 

The  college  retain  all  financial  aid  records 

for  five  years  in  compliance  with  federal 

regulations.  7 

Agency  Response:    Concur.    See  page  33. 

Recommendation  #5 

The  college  ensure  that  students  sign  and 

date  check  releases  before  college  personnel 

release  student  aid  checks.  7 

Agency  Response:    Concur.    See  page  33. 

Recommendation  #6 
The  college: 

A.  Adopt  standard  inventory  procedures  and 
complete  physical  inventory  of  equipment 

as  required  by  state  policy.  9 

Agency  Response:    Concur.    See  page  34. 

B.  Ensure  that  SBAS  is  updated  each  fiscal 

year  to  agree  with  the  property  listing.  9 

Agency  Response:    Concur.    See  page  34. 

Recommendation  #7 

The  college  establish  control  procedures  that 

ensure  equipment  and  intangible  assets  are 

recorded  according  to  state  policy.  10 

Agency  Response:    Concur.    See  page  34. 

Recommendation  #8 

The  college  develop  a  comprehensive  long-range 

preventive  maintenance  plan.  1 1 

Agency  Response:    Concur.    See  page  34. 

Recommendation  #9 

The  college  execute  a  contract  with  the  founda- 
tion that  specifies  the  rights  and  obligations 
of  each  party.  12 

Agency  Response:    Concur.    See  page  35. 
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Recommendation  #10 
The  college  establish  accountability  for  the 
$6,231  of  endowment  scholarship  moneys  trans- 
ferred to  the  NMC  Foundation.  13 

Agency  Response:    Concur.    See  page  35. 

Recommendation  #11 
The  college: 

A.  Pay  employees  at  comparable  rates  for 

similar  work.  14 

Agency  Response:    Concur.    See  page  35. 

B.  Document  authorization  for  rates  paid  to 

all  employees.  14 

Agency  Response:    Concur.    See  page  35. 

Recommendation  #12 

The  college  set  service  charge  rates  that 

reasonably  reflect  the  cost  of  the  service 

provided.  15 

Agency  Response:   Concur.    See  page  36. 


INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Northern  Montana  Col- 
lege (NMC)  for  the  two  fiscal  years  ended  June  30,  1987.  The  objectives  of 
the  audit  were  to: 

1)  make  recommendations  for  improvement  in  the  college's  management 
and  internal  controls; 

2)  determine  if  the  college's  financial  statements  present  fairly  its 
financial  position  and  the  results  of  its  operations  for  the  two  fiscal 
years  ended  June  30,  1987;  and 

3)  determine  the  college's  compliance  with  applicable  laws  and  regu- 
lations. 

This  report  contains  12  recommendations  to  the  college.  These  recom- 
mendations address  areas  where  the  college  can  improve  management,  financial 
reporting,  and  compliance  with  laws  and  regulations.  In  accordance  with 
section  5-13-307,  MCA,  we  analyzed  the  costs  of  implementing  the  recommen- 
dations made  in  the  report.  Each  report  section  discloses  the  cost,  if 
significant,  of  implementing  the  recommendation. 

BACKGROUND 

Northern  Montana  College  offers  preprofessional  and  professional  courses 
of  study  in  liberal  arts,  sciences,  teacher  education,  nursing,  and  business. 
NMC  has  the  primary  responsibility  in  the  Montana  University  System  for 
vocational  teacher  training,  and  offers  the  Bachelor  of  Technology  degree  for 
students  who  wish  to  combine  a  liberal  arts  background  with  vocational  train- 
ing. NMC  offers  masters  degrees  in  elementary  education,  vocational-technical 
education,  guidance  and  counseling,  and  industrial  arts,  as  well  as  bachelors 
degrees  in  elementary,  secondary,  and  vocational-technical  education.  The 
college  is  financed  by  state  appropriations,  university  millage,  student  fees, 
federal  grants,  private  gifts  and  grants,  and  auxiliary  enterprise  operations. 

PRIOR  AUDIT  RECOMMENDATIONS 

The  previous  audit  report  contained  six  recommendation  sections  with  1  1 
individual      recommendations      still      applicable      to      the      college.  The      college 

implemented    eight    of    the    recommendations,    partially    implemented    one    of    the 
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recommendations,  and  did  not  implement  two  of  the  recommendations.  The 
recommendations  which  the  college  did  not  implement  or  partially  implement 
concern  reconciling  financial  aid  records  (page  6),  and  reconciling  equipment 
subsystem  records  to  the  Statewide  Budgeting  and  Accounting  System  (SBAS) 
(page  8)  and  control  procedures  over  property  (page   10). 

CASH  MANAGEMENT 

The  business  office  administers  the  financial  operations  of  Northern 
Montana  College.  As  part  of  this  function,  the  office  manages  cash  flows.  In 
the  following  four  sections,  we  discuss  situations  where  improved  cash  manage- 
ment procedures  can  increase  investment  earnings  on  state  funds  and  ensure 
compliance  with  state  or  federal  laws  and  regulations. 

Timely  Drawdowns 

In  the  two  fiscal  years  covered  by  our  audit,  we  noted  several  instances 
where  the  college  obtained  interentity  loans  for  the  Pell  grant  account  (CFDA 
#84.063).  The  college  has  a  letter  of  credit  for  obtaining  federal  reimburse- 
ment for  Pell  grant  expenditures.  The  federal  funds  are  available  as  they  are 
spent.  One  $50,000  loan  to  the  Pell  account,  which  occurred  in  the  spring  of 
1986,  remained  outstanding  for  six  weeks.  In  September  1987,  the  college 
borrowed  $300,000  and  the  accounting  records  showed  the  loan  was  repaid 
October  16,  1987.  These  two  delays  in  drawing  Pell  grant  funds  cost  the 
General  Fund  an  estimated  $1,046  in  lost  investment  income  using  the  average 
annual  Treasury  Fund  rate. 

During  our  review  of  college  activity  subsequent  to  our  audit  period,  we 
observed  a  negative  cash  balance  of  $11,443  in  the  Restricted  Fund.  The 
college  corrected  the  cash  deficiency  with  a  $25,000  loan.  However,  SBAS 
records  showed  that  the  negative  balance  existed  for  more  than  seven 
business  days  in  violation  of  state  law.  More  timely  drawdowns  of  federal 
letters  of  credit  could  have  prevented  the  negative  cash  situation. 

The  college  has  indirect  cost  recovery  rates  for  some  of  its  federal 
grants.  The  grant  agreements  allowed  the  college  to  claim  indirect  costs  up  to 
a  set  percentage  of  direct  costs  charged  to  the  grants.  We  observed  that  the 
college  did  not  draw  all  of  the  indirect  costs  for  its  grants  by  the  end  of  the 
fiscal     year.  For     example,     the     college     drew     $10,822     of     indirect     and 


administrative  costs  for  fiscal  year  1986-87  on  December  14,  1987.  The  delay 
cost  the  General  Fund  $272  in  investment  income. 

College  management  indicated  that  it  was  necessary  to  delay  final  draw  of 
administrative  costs  associated  with  financial  aid  grants  until  after  preparation 
of  the  annual  report.  The  college  makes  some  adjustments  between  financial 
aid  grant  programs  during  this  period.  As  a  result,  the  exact  amount  of 
administrative  recoveries  possible  is  not  known.  In  addition,  costs  associated 
with  certain  college  work  study  assignments  are  not  known  until  after  the 
close  of  the  fiscal  year. 

Through  an  examination  of  expenditure  records  we  determined  that  final 
direct  costs  could  be  accurately  estimated.  We  also  noted  that  some  delayed 
indirect  cost  recoveries  affected  grants  other  than  financial  aid.  By  improving 
cash  management  procedures  NMC  can  make  timely  drawdowns  of  federal  funds. 

Loan  Authorization 

State  law  permits  loans  between  accounts  under  specified  conditions.  The 
Department  of  Administration  may  authorize  a  transfer  of  unrestricted  money 
from  one  account  to  another  provided  the  agency  presents  reasonable  evidence 
that  the  transfer  can  be  repaid  within  one  calendar  year.  The  loan  must  be 
recorded  in  the  state's  accounting  records.  We  observed  one  instance  where 
the  college  did  not  repay  an  interentity  loan  within  the  required  time.  In 
another  case,  the  college  bypassed  loan  procedures  by  recording  expenditures 
in  the  wrong  fund. 

In  January  1986,  the  college  requested  and  received  authorization  for  an 
interentity  loan  from  the  unrestricted  operating  fund  to  the  restricted  fund. 
The  approval  document  indicated  the  loan  would  be  repaid  June  30,  1986, 
however  actual  repayment  occurred  a  year  later  on  June  26,  1987.  The  college 
did  not  renew  authorization  of  the  loan  with  the  Department  of  Adminis- 
tration. 

Accurate  Records 

In  fiscal  year  1986-87,  college  accounting  records  showed  grant  expendi- 
tures   in    the    agency    fund    rather    than    the    restricted    fund.      The    restricted    fund 


lacked  the  cash  to  pay  the  costs  of  the  grant.  Rather  than  obtain  authoriza- 
tion for  an  interentity  loan,  and  accrue  revenue  in  the  restricted  fund,  college 
accountants  transferred  the  expenditures.  As  a  result,  college  accounting 
records  understated  revenues  and  expenditures  by  $6,968  in  the  restricted  fund. 
The  college  financial  statements  reflect  an  adjustment  for  this  misstatement. 
Accounting  personnel  adjusted  SBAS  in  the  subsequent  year  to  correctly  record 
the  activity. 

The  college  invests  cash  balances  of  its  various  accounts  in  the  Short 
Term  Investment  Pool  (STIP)  operated  by  the  Board  of  Investments.  In  June 
1986  and  1987,  the  college  sold  all  its  STIP  holdings  as  a  bookkeeping 
convenience  to  avoid  recording  investment  revenue  accruals.  Since  the  Board 
of  Investments  now  calculates  and  posts  all  STIP  accruals,  the  college's  sale  of 
STIP  units  uses  personnel  time  and  loses  investment  income  for  the  college 
accounts  with  no  apparent  benefit  to  the  college.  NMC  has  a  fiduciary 
responsibility  to  Auxiliary,  Endowment,  and  Agency  accounts  to  keep  excess 
cash  invested  in  order  to  maximize  investment  income.  We  determined  the 
impact  of  the  procedure  used  by  the  college  to  have  an  immaterial  effect  on 
accounts  with  federal  funds. 

An  effective  cash  management  system  will  enable  the  college  to  recover 
federal  funds  closer  to  the  time  expenditures  occur.  More  timely  drawdowns 
will  decrease  the  need  for  interentity  loans,  thereby  increasing  investment 
income  on  state  funds.  With  better  cash  control,  the  college  can  more  easily 
ensure  the  accuracy  of  the  accounting  records  and  compliance  with  applicable 
regulations. 

RECOMMENDATION  #1 

WE    RECOMMEND   THE    COLLEGE    IMPLEMENT   CASH    MANAGEMENT 

PROCEDURES  TO : 

A.  ENSURE  THE  TIMELY  DRAWDOWN  OF  GRANT  FUNDS. 

B.  OBTAIN  PROPER  AUTHORIZATION  FOR  ALL  INTERENTITY  LOANS. 

C.  RECORD  REVENUE  AND  EXPENDITURES  IN  THE  PROPER  FUND. 


Contingent  Revolving  Fund 

Northern  Montana  College  maintains  a  $70,000  contingent  revolving  fund 
checking  account  with  a  Havre  bank.  The  college  uses  the  account  to  meet 
incidental  expenses  and  make  change  for  students  who  cash  financial  aid 
checks  during  registration.  The  Department  of  Administration  approved  the 
account. 

The  average  monthly  book  balance  in  the  noninterest  bearing  checking 
account  ranged  from  $36,000  to  $42,000  during  the  audit  period.  NMC  financial 
personnel  agreed  that  the  contingent  fund  limit  was  higher  than  needed  except 
during  registration.  Other  university  units  have  arrangements  for  temporary 
increases  in  contingent  fund  authority  during  registration  periods.  The  college 
should  calculate  the  level  of  contingent  funds  needed  during  registration  and 
request  additional  authority  for  those  peak  periods.  A  $35,000  limit  appears 
adequate  for  the  rest  of  the  year. 

We  estimated  the  interest  lost  because  these  funds  were  in  a  noninterest 
bearing  account  totalled  $4,675  for  the  two  fiscal  years  covered  by  our  audit. 
State  policy  requires  each  agency  establishing  a  cash  revolving  account  to 
investigate  options  for  the  account  and  to  choose  the  option  that  is  in  the 
best  interest  of  the  state.  By  soliciting  proposals  from  banks  for  revolving 
account  services,  NMC  can  obtain  the  services  at  terms  most  favorable  to  the 
state. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  COLLEGE: 

A.  REDUCE  THE  CONTINGENT  REVOLVING  FUND  LIMIT  AND  SEEK 
AUTHORIZATION  FOR  TEMPORARY  INCREASES  DURING  REGIS- 
TRATION PERIODS  BASED  ON  CALCULATED  NEEDS. 

B.  REQUEST  PROPOSALS  FROM  BANKS  FOR  THE  CONTINGENT 
REVOLVING  FUND  ACCOUNT  OR  OBTAIN  A  WRITTEN  EXEMPTION 
FROM  THE  DEPARTMENT  OF  ADMINISTRATION. 


STUDENT  FINANCIAL  AID 

Northern    Montana    College    administers    federal    financial    aid    programs    to 
benefit    its    students.        The    college    participates    in    the    following    financial    aid 
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programs:  National  Direct  Student  Loans  -  NDSL  (CFDA  #84.038);  Pell  Grants 
(CFDA  #84.063);  Guaranteed  Student  Loans  -  GSL  (CFDA  #84.032);  College 
Work  Study  -  CWS  (CFDA  #84.033);  Supplemental  Educational  Opportunity 
Grant  -  SEOG  (CFDA  #84.007);  and  the  State  Student  Incentive  Grant  -  SSIG 
(CFDA  #84.069).  The  college  determines  eligibility  for  campus  based  programs 
such  as  NDSL  and  CWS  and  processes  applications  for  Pell  grants.  The 
following  three  sections  concern  problems  noted  during  our  audit  of  financial 
aid  records  at  the  college. 

Previous  Financial  Aid 

Federal  regulations  (34  CFR  668.14)  provide  that  an  applicant  for  student 
financial  aid  is  not  eligible  for  additional  aid  under  the  Pell  or  campus  based 
aid  programs  if  the  student  owes  a  refund  under  a  previous  student  aid  grant 
award.  Other  regulations  restrict  the  eligibility  of  students  who  are  in  default 
on  direct  or  guaranteed  student  loans. 

The  college  requires  the  applicant  sign  a  statement  listing  schools 
previously  attended  and  declaring  that  no  refunds  are  owed  or  no  loans  are  in 
default.  In  the  20  student  files  we  tested,  four  did  not  contain  the  required 
statement  from  the  student  concerning  attendance  and  financial  aid  at  other 
schools. 

Since  proper  repayment  of  past  overawards  or  loans  is  a  condition  of 
eligibility,  the  files  noted  above  do  not  adequately  document  the  students' 
eligibility.  Therefore,     we     question     the     costs     associated     with     these     four 

students.  These  costs  include  Pell  (CFDA  #84.063)  awards  of  $6603  and  a 
Guaranteed  Student  Loan  (CFDA  #84.032)  of  $2000. 

RECOMMENDATION  #3 

WE  RECOMMEND  THE  COLLEGE  OBTAIN  SIGNED  DOCUMENTATION 
FROM  STUDENT  APPLICANTS  THAT  PREVIOUS  FINANCIAL  AID 
OBLIGATIONS  HAVE  BEEN  MET. 


Records  Retention 

Federal     regulations     (34     CFR     682.612)     require     the     college     to     submit 
periodic     reports     to    Guaranteed    Student    Loan    (GSL)    lenders     to    confirm     the 


enrollment  status  of  loan  recipients.  The  college  registrar  prepares  these 
reports  at  the  request  of  the  financial  aid  director.  The  registrar  discarded 
the  confirmation  reports  for  fiscal  year  1985-86.  As  a  result,  we  could  not 
verify  whether  the  college  completed  confirmation  reports  for  nine  of  the  14 
GSL  recipients  tested.  According  to  federal  regulations  (34  CFR  682.612),  the 
college  must  retain  financial  aid  records  for  five  years.  The  registrar  said  she 
did  not  know  the  confirmation  reports  had  to  be  retained. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  COLLEGE  RETAIN  ALL  FINANCIAL  AID  RECORDS 

FOR  FIVE  YEARS  IN  COMPLIANCE  WITH  FEDERAL  REGULATIONS. 


Check  Releases 

The  college  prepares  and  disburses  financial  aid  checks  to  students.  In 
addition,  the  college  disburses  loan  checks  from  financial  institutions.  In  order 
to  verify  that  the  qualified  student  receives  aid  funds  at  the  right  time,  the 
student  signs  and  dates  a  check  release  form  when  the  check  is  received. 

In  the  20  student  aid  files  we  tested,  14  had  undated  check  releases  and 
one  had  no  check  release.  As  a  result,  we  could  not  determine  whether  the 
college  held  the  checks  until  the  student  enrolled  as  required  by  federal 
regulations  (34  CFR  682.612).  College  management  stated  that  the  check 
releases  should  be  signed  and  dated.  Management  attributed  the  problem  to 
oversight  by  personnel  during  the  rush  of  registration. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  COLLEGE  ENSURE  THAT  STUDENTS  SIGN  AND 
DATE  CHECK  RELEASES  BEFORE  COLLEGE  PERSONNEL  RELEASE 
STUDENT  AID  CHECKS. 


PROPERTY.  PLANT  AND  EQUIPMENT 

The  college  had  approximately  $14.7  million  of  fixed  assets  recorded  in  its 
Plant  Fund  at  June  30,  1987.  These  assets  include  land,  buildings,  improve- 
ments, equipment  and  library  books.  In  response  to  our  prior  audit,  the 
college  has  calculated  a  value  for  library  books  and  updated  equipment  records. 
As  a  result,  college  property  records  contained  sufficient  support  for  us  to 
evaluate  the  reasonableness  of  the  values  presented  on  the  financial  state- 
ments. We  noted  some  areas  where  the  college  could  further  improve  com- 
pliance with  state  policies,  internal  controls  over  equipment  transactions,  and 
the  methods  used  to  value  individual  items.  In  addition,  we  documented  the 
potential  to  avoid  or  reduce  repair  costs  through  the  use  of  a  preventive 
maintenance  plan. 

Inventory  Controls 

State  accounting  policy  requires  each  agency  to  take  a  periodic  physical 
inventory  of  property,  and  to  assign  and  affix  a  unique  property  number  to  all 
items  that  cost  $200  or  more.  During  audit  tests  of  equipment  records,  we 
observed  the  following  instances  where  college  equipment  records  did  not  show 
actual  equipment  transactions. 

-  Three  recently  acquired  items  were  not  tagged  or  recorded  on  the  college 
equipment  records. 

-  Three  other  items  selected  from  the  property  list  were  not  tagged. 

-  Two  items  no  longer  owned  by  the  college  were  recorded  on  the  property 
list.  One  of  these  was  stolen  and  the  other  was  traded  in  on  new 
equipment. 

-  Some  items  listed  on  invoices  were  not  recorded  on  the  property  records. 

College  accounting  personnel  did  not  complete  the  equipment  update 
before  June  30,  1987.  The  college  started,  but  did  not  complete,  a  physical 
inventory  of  equipment  in  March  1987.  Since  the  controller  position  was 
vacant  for  the  last  three  months  of  the  fiscal  year,  inventory  work  did  not 
receive  management  priority  to  ensure  completion.  NMC  fiscal  managers  noted 
discrepancies    in    the    way    college    departments    reported    and    maintained    inventory 


records.       The    college    does    not    have    rules    to    standardize    equipment    inventory 
procedures. 

In  addition,  we  noted  that  the  amounts  reported  on  the  financial  state- 
ments for  equipment  and  library  books  did  not  agree  with  the  amounts 
recorded  on  the  Statewide  Budgeting  and  Accounting  System  (SBAS).  SBAS 
balances  understated  equipment  by  $834,570  and  library  books  by  $1,010,196  at 
June  30,  1987.  State  accounting  policy  requires  that  the  college  adjust  SBAS 
property  records  at  fiscal  year  end  to  reconcile  with  the  property  listing 
maintained  by  the  college. 

RECOMMENDATION  #6 

WE  RECOMMEND  THE  COLLEGE: 

A.  ADOPT  STANDARD  INVENTORY  PROCEDURES  AND  COMPLETE 
PHYSICAL  INVENTORY  OF  EQUIPMENT  AS  REQUIRED  BY  STATE 
POLICY. 

B.  ENSURE  THAT  SBAS  IS  UPDATED  EACH  FISCAL  YEAR  TO  AGREE 
WITH  THE  PROPERTY  LISTING. 


Equipment  Valuation 

State  accounting  policy  states  that  all  fixed  assets  purchased  by  agencies 
should  be  recorded  at  net  cost  after  cash  discount  plus  freight  and  installation 
charges.  Gifts  or  donated  assets  should  be  recorded  at  fair  market  value  on 
the  date  received.  We  selected  32  items  from  the  property  list  maintained  by 
the  college  and  traced  from  the  list  to  invoices  and  purchase  orders  to  deter- 
mine whether  the  items  were  properly  valued.  We  noted  seven  instances 
where  valuation  procedure  did  not  comply  with  state  policy. 

Since  three  instances  involved  items  that  were  purchased  as  part  of  a 
large  order  of  like  items,  we  expanded  our  testing  of  equipment  valuation  to 
include  seven  multiple  item  groups  of  high  cost  data  processing  equipment. 
Our  tests  as  expanded  covered  $846,873  or  24  percent  of  the  equipment  amount 
recorded  on  the  equipment  listing  and  the  financial  statements.  In  recalc- 
ulating the  value  of  this  equipment,  we  noted  a  net  understatement  of 
$20,974  for  the  equipment  value  tested.  Based  on  this  work,  we  determined 
that    while    total    equipment    value    recorded    is    not    materially    misstated,    errors    in 


the    recorded    value    of    individual    items    are    significant    in    number    and    amount. 
Some  errors  noted  include: 

-  The  recorded  value  did  not  always  reflect  cash  discounts,  taxes  and 
freight-in  charges  shown  on  the  invoice. 

-  The  college  used  one  purchase  as  representative  of  the  cost  of  all  similar 
items  listed.  This  method  does  not  account  for  differences  in  standard 
equipment  or  discounts  between  the  various  lots  purchased. 

-  Property  records  did  not  always  properly  reflect  transactions  where 
equipment  items  were  traded  in  for  other  equipment. 

-  Cost  of  some  data  processing  equipment  included  the  cost  of  computer 
software.  State  policy  requires  that  software  be  recorded  in  a  separate 
category,  intangible  assets,  in  the  property  records. 

-  Several  donated  items  were  not  recorded  at  fair  market  value  according 
to  state  policy. 

College  accounting  personnel  said  that  part-time  workers  performed  much 
of  the  valuation  work.  These  employees  did  not  receive  significant  training  or 
written  instructions  on  valuation  procedures.  The  procedure  of  using  a  single 
invoice  to  arrive  at  a  representative  value  for  all  items  of  a  single  type 
enabled  the  college  to  complete  the  update  of  the  property  list.  The  college 
can  increase  the  accuracy  of  equipment  valuation  by  adopting  consistent 
procedures  that  comply  with  state  policy  and  providing  adequate  training  and 
supervision  for  employees  who  update  equipment  records. 

RECOMMENDATION  #7 

WE  RECOMMEND  THE  COLLEGE  ESTABLISH  CONTROL  PROCEDURES 
THAT  ENSURE  EQUIPMENT  AND  INTANGIBLE  ASSETS  ARE  RECORDED 
ACCORDING  TO  STATE  POLICY. 


Preventive  Maintenance 

Northern  Montana  College  does  not  have  a  formal  long-range  preventive 
maintenance  plan  for  the  college  buildings.  Physical  plant  staff  perform  daily 
preventive  maintenance  procedures  on  the  boilers,  an  annual  roof  inspection, 
and  biannual  inspections  of  exhaust  fans.  The  physical  plant  manager 
administers     maintenance     for     all     college     buildings     not     managed     as     part     of 

10 


auxiliary  enterprises.  Other  than  boiler  and  roof  maintenance,  preventive 
maintenance  on  auxiliary  services  buildings  such  as  the  dining  hall  and 
dormitories  is  managed  by  the  student  life  director.  The  college  does  not  use 
consistent  and  comprehensive  procedures  to  evaluate  improvement  and  repair 
projects. 

Through  review  of  Board  of  Regents  minutes  and  discussion  with  agency 
personnel,  we  became  aware  of  structural  problems  at  the  NMC  gymnasium.  In 
observations  we  noted  that  laminated  support  arches  of  the  gymnasium  suffered 
significant  weather  damage.  College  management  attributed  the  problem  to 
inadequate  maintenance  procedures  and  faulty  building  design.  The  Archi- 
tecture and  Engineering  Division  of  the  Department  of  Administration  estimated 
repair  cost  at  $20,000.  Some  of  this  cost  could  have  been  avoided  by  proper 
preventive  maintenance. 

The  college  physical  plant  and  fiscal  managers  agreed  that  the  college  did 
not  have  the  staff  to  formulate  and  carry  out  a  preventive  maintenance  plan. 
According  to  the  plant  manager,  physical  plant  staff  currently  spend  approxi- 
mately ten  percent  of  their  time  on  remodeling,  betterment  and  other  improve- 
ments, in  addition  to  regular  job  duties.  He  said  these  projects  do  not  follow 
a  predictable  schedule  but  must  be  completed  on  an  as  needed  basis,  making  it 
difficult  to  allocate  time  to  operate  a  maintenance  plan.  The  fiscal  affairs 
director  said  the  physical  plant  budget  is  among  the  first  cut  in  tight 
financial  times  such  as  the  present.  He  said  remodeling  enhances  delivery  of 
educational  services  and  has  priority  over  routine  maintenance.  However, 
without  a  maintenance  plan,  management  cannot  evaluate  the  potential  impacts 
of  cutbacks  in  maintenance. 

RECOMMENDATION  #8 

WE  RECOMMEND  THE  COLLEGE  DEVELOP  A  COMPREHENSIVE  LONG- 
RANGE  PREVENTIVE  MAINTENANCE  PLAN. 
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NMC  FOUNDATION 

Northern  Montana  College  employs  five  individuals  to  develop  additional 
sources  of  support  for  college  programs.  A  separate  legal  entity,  the  Northern 
Montana  College  Development  Foundation,  also  solicits  donations  for  the 
college.  During  our  audit  field  work,  we  noted  several  instances  where  the 
college  performs  services  for  the  foundation  for  which  no  payment  is  received. 

-  College  development  personnel  paid  by  the  college  spend  time  raising 
funds  for  the  foundation  but  do  not  charge  any  time  to  the  foundation. 

-  The  foundation  uses  the  college  computer  without  charge. 

-  The  college  business  office  sent  a  check  made  out  to  the  college  to  the 
foundation.  The  foundation  cashed  the  check.  The  donation  resulted  from 
a  fund  drive  conducted  by  the  foundation  on  behalf  of  the  Athletic 
Department.  State  policy  requires  the  college  to  restrictively  endorse  and 
deposit  negotiable  instruments  received.  Donations  received  by  the 
college  must  remain  on  the  accounting  records  as  state  assets. 

Based  on  these  findings,  it  appears  that  the  college  and  the  foundation 
operate  as  one  entity.  Since  the  college  and  foundation  are  held  to  be 
separate  entities,  there  should  be  a  contract  to  define  the  relationships 
between  the  entities.  The  college  does  not  have  a  contract  with  the  foun- 
dation defining  the  rights  and  responsibilities  of  the  two  parties.  According  to 
college  management,  resources  raised  by  the  foundation  benefit  the  college. 
The  college  does  not  charge  rent  or  computer  time  to  the  foundation  because 
foundation  staff  also  serve  the  development  office. 

The  foundation  does  have  accounts  to  purchase  supplies  and  postage 
through  the  college.  In  order  to  fully  implement  separation  between  the 
college  and  the  foundation,  the  parties  should  contract  for  the  services  pro- 
vided to  each  other. 

RECOMMENDATION  #9 

WE  RECOMMEND  THE  COLLEGE  EXECUTE  A  CONTRACT  WITH  THE 
FOUNDATION  THAT  SPECIFIES  THE  RIGHTS  AND  OBLIGATIONS  OF 
EACH  PARTY. 
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ENDOWMENT  FUNDS 

The  college  received  an  endowment  scholarship  fund  from  its  alumni 
association.  The  college  accepted  and  invested  the  money  and  the  interest 
earned,  along  with  other  state  money  with  the  Montana  Board  of  Investments. 
In  fiscal  year  1986-87,  the  college  withdrew  this  endowment  scholarship  fund 
amounting  to  $6,231  from  the  NMC  Endowment  Fund  at  the  request  of  the 
alumni  association. 

State  law  requires  agencies  to  invest  state  moneys  with  the  Board  of 
Investments.  NMC  first  deposited  these  endowment  scholarship  moneys  in 
August  1983  and  made  additional  deposits  in  subsequent  periods.  The  college 
added  new  funds  and  interest  earned  to  this  Fund  as  a  part  of  the  NMC 
Endowment  Fund.  Since  NMC  accepted  and  manages  this  money  as  an  endow- 
ment, this  endowment  scholarship  should  remain  in  the  Endowment  Fund. 
Because  the  college  could  not  provide  documentation  that  the  alumni  associ- 
ation had  retained  ownership  of  these  funds,  NMC  had  no  authority  to 
transfer  these  moneys  from  the  Endowment  Fund  to  the  NMC  Foundation.  The 
college  should  seek  an  arrangement  with  the  Board  of  Investments  to  document 
compliance  with  state  laws  regarding  the  investment  of  state  funds. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  COLLEGE  ESTABLISH  ACCOUNTABILITY  FOR  THE 
$6,231  OF  ENDOWMENT  SCHOLARSHIP  MONEYS  TRANSFERRED  TO  THE 
NMC  FOUNDATION. 


STAFF  PAY  RATES 

While  testing  payroll  transactions,  we  noticed  that  Northern  Montana 
College  paid  some  employees  $10  per  hour  and  other  employees  less  than  $4 
per  hour  for  doing  similar  work.  One  employee  performed  similar  office  work 
at  both  $10  and  $3.50  per  hour  in  the  same  month.  We  could  find  no  justi- 
fication for  the  pay  rate  disparities  for  these  jobs.  We  compared  pay  rates  for 
three  employee  groups  performing  similar  work. 
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Group  A  Group  B  Group  C 

Office/Secretarial  $10  $3.50-3.60  $6.36-8.68 

Custodial  $10  $3.60  $6.36-7.25 

Groups  A  and  B  include  non-classified  employees  while  Group  C  includes 
employees  classified  under  pay  plans. 

College  management  reviewed  the  wage  rates  paid  to  Group  A  employees 
and  proposed  an  adjustment  in  the  base  rate  paid  to  $5.35  per  hour.  The 
proposed  rate  does  not  appear  comparable  to  the  present  pay  range  for  non- 
classified Group  B  workers  shown  above.  Although  NMC  officials  documented 
the  method  used  to  determine  the  Group  A  rate,  the  continued  disparity 
between  Group  A  and  Group  B  rates  was  not  justified. 

We  also  noted  that  the  college  does  not  have  records  of  authorized  pay 
rates  for  student  employees  who  are  not  on  work  study.  Payroll  personnel  pay 
the  rate  shown  on  the  time  card.  For  time  cards  with  no  recorded  rate,  the 
student  receives  minimum  wage.  The  college  should  ensure  that  all  pay  rates 
can  be  traced  to  written  authorization. 

RECOMMENDATION  #11 

WE  RECOMMEND  THE  COLLEGE: 

A.  PAY  EMPLOYEES  AT  COMPARABLE  RATES  FOR  SIMILAR  WORK. 

B.  DOCUMENT      AUTHORIZATION      FOR      RATES      PAID      TO      ALL 
EMPLOYEES. 


DESIGNATED  FUND  BALANCE 

Northern  Montana  College  operates  support  functions  such  as  computer 
services,  printing,  and  facility  maintenance.  The  support  operations  charge 
departments  of  the  college  at  a  rate  sufficient  to  recover  the  cost  of  the 
service  provided.  The  University  System  Accounting  Manual  states  that  the 
rates  charged  for  the  services  should  not  generate  excess  funds.  Service 
charges  in  excess  of  cost  overstate  the  operating  costs  of  the  college. 

College  accounting  records  showed  a  fund  balance  of  $68,308  in  the  repair 
and    maintenance    account    at    June    30,     1987,    after    business    office    personnel 
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rebated  $40,000  to  the  unrestricted  operating  and  auxiliary  funds.  The  excess 
resulted  from  maintenance  service  charges  that  included  too  high  an  overhead 
rate.  We  examined  the  procedure  applied  to  determine  how  the  rebates  were 
recorded.  We  noted  that  the  business  office  did  not  rebate  charges  propor- 
tionally to  assessments  charged.  By  adjusting  service  rates,  the  college  can 
reduce  the  excess  fund  balance  in  a  manner  equitable  to  all  service  users. 
Management  did  not  revise  the  rates  for  fiscal  year  1987-88,  but  plans  a 
review  of  maintenance  rates  for  fiscal  year  1988-89  if  fund  balance  continues 
to  grow  in  the  repair  maintenance  account. 

RECOMMENDATION  #12 

WE  RECOMMEND  THE  COLLEGE  SET  SERVICE  CHARGE  RATES  THAT 

REASONABLY  REFLECT  THE  COST  OF  THE  SERVICE  PROVIDED. 
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AUDITOR'S  OPINION  LETTER 
AND  COLLEGE  FINANCIAL  STATEMENTS 


SUMMARY  OF  AUDIT  OPINION 

The  auditor's  opinion  issued  in  this  report  is  intended  to  convey  to  the 
reader  of  the  financial  statements  the  degree  of  reliance  which  can  be  placed 
on  the  amounts  presented. 

The  reader  may  rely  on  the  fairness  of  the  amounts  presented  in  the 
statements  shown  on  pages  17  through  21. 


LEGISLATIVE  AUDITOR: 
SCOTT  A. SEACAT 

LEGAL  COUNSEL; 

JOHNW.  NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 

Financial  Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  accompanying  Balance  Sheet  of  Northern  Montana 
College  at  June  30,  1987,  and  the  related  Statements  of  Changes  in  Fund 
Balances  and  Current  Funds  Revenues,  Expenditures,  and  Other  Changes  for 
each  of  the  two  fiscal  years  then  ended.  Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances. 

In  our  opinion,  the  financial  statements  noted  in  paragraph  one  present 
fairly  the  financial  position  of  Northern  Montana  College  as  of  June  30,  1987, 
the  changes  in  its  fund  balances,  and  the  current  funds  revenues,  expenditures, 
and  other  changes  for  each  of  the  two  years  then  ended  in  conformity  with 
generally  accepted  accounting  principles  which  have  been  applied  on  a 
consistent  basis. 

Respectfully  submitted, 

.femes  Gillett,  CPA 


Deputy  Legislative  Auditor 


December  18,  1987 
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CURRENT  FUNDS 


Unres 

:sErs:  

CASH  $B 

RECEIVABLES  7 

LESS:  ALLOWANCE  FOR 
UNCOLLECTIBLE  ACCTS 
BET  RECEIVABLES  7 

LOANS  TO  STUDENTS 

LESS:  LOAN  CANCELLATIONS 
UNCOLLECTABLE  LOANS 
NET  LOANS 
INVESTMENTS 

INVENTORIES  2 

DUE  FROM  OTHER  FUNDS 
DUE  FROM  OTHER  GOVT 
LAND 

IMPROVEMENTS 
BUILDINGS 
EOUIPHENT 
LIBRARY  BOOKS 


)TAL  ASSETS: 


1,904,705 


lABILITIES: 

ACCOUNTS  PAYABLE  913,650 

DUE  TO  OTHER  FUNDS 

ACCRUED  EXPENSES  1,807 

PROP  HELD  FOR  OTHERS  18,696 
ADVANCE  COLLECTIONS  196,343 
DUE  TO  OTHER  GOVT.  0 

BONDS  PAYABLE 
NOTES  PAYABLE 
LEASE  PAYABLE 
COMPENSATED  ABSENCES       4  96,646 


OTAL  LIABILITIES: 

UUD  BALANCE 
TOTAL  LIABILITIES 
MD  FUND  BALANCE 


1.6:7,142 

277.563 

31.304,705 


NORTHERN  MONTANA  COLLEGE 
BALANCE  SHEET 
JUNE  30,  1987 


99B.241 
361,659 
29,051 
607,531 


PLANT  FUNDS 


7,213   680,137 


7.063 

55,163 

291,618 

242.654 

562,246 

5291,618 

3242,654 

9.638.017 
3.527.440 
1.010,196 

14,696,102   156, eja 


200.770 

1.400.493 

126,102 


1.727.365  147.433 
12.968.737  9.405 
314.696.102  5156.838 


EE  ACCOMPANYING  NOTES  TO  THE  FINANCIAL  STATEMENTS. 


MORTHERN  HOHTAMA  COLLEGE 

STATEHEHT  OF  CHANGES  IN  FUND  BALANCES 

FISCAL  YEAR  ENDED  JUNE  iO,  1986 


CURRENT  FUNDS 


PLANT  FUNDS 


$9,542,753 


291,207 
37,298 
82,938 


S3, 656 
2,771 
12,853 


«1,110 
6,526 


(17,816) 
9,524,937 


22,879 
1,434,322 


<2,500) 
91,660 


65,431 
(5) 

3,250     73,062 


(2,549) 
453,149 


(25,000) 

(140,722) 

165,722 

(25,000) 

(140,722) 

165,722 

46.788 
295,383 
114,280) 
281,103 

47,525 
509,745 

54,921 
564,666 

3,250 
56,655 

56,655 

72,605 
59,071 

59,071 

(81,898) 
335,994 

335,994 

3,500 
216,616 

216,616 

392,497 

9. 854. 480 

880,459 

10,734,939 

S327.891   S 

0    5612,191 

559,905 

5131,676 

5254,096 

5220,116 

511,127,436 
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NORTHERN   MONTANA  COLLEGE 

STATEMENT   OF  CHANGES    IN  FUND  BALANCES 

FISCAL   YEAR  ENDED  JUNE   30,    19B7 


REVENUES   AND   OTHER 
ADDITIONS : 

UIJRST  CURRENT  REVENUE 

FEDERAL   GRANTS-RESTRICT 

STATE  GRANTS-RESTRICTED 

PRIVATE  GIFTS/ GRANTS -RST 

INVESTMENT   INCOME 

INTEREST  OF  LOANS   REG 

U.S.    GOVT  ADVANCES 

EXPENDED  FOR   PLANT 

RETIREMENT  OF  DEBT 

BOND  PROCEEDS 

GAIN  ON   DEBT  EXT    ( NOTE   4  I 

STUDENT  FEES 

OTHER-PRIOR   VEAR 

TOTAL  REV  AND  ADDIT 

EXPENDITURES   AMD  DED. 
EDUCATIONAL  AND   GENL 
AUXILIARY  ENTERPRISE 
ADMIN  AND  COLLECT   COSTS 
LOAN   CANCELLATIONS 
E>:PEND  FOR   PLANT 
RETIREMENT  OF  DEBT 
INTEREST   ON   DEBT 
ISSUE  FEES 
OTHER -PR  I  OR   'ffiAR 

TOTAL  EXP  AND  DEDUCT 


CURRENT  FUNDS 
ricted     Restric 


$1,355,899 
66,866 
107, lOB 


(21,711) 
9,543,836 


1,525,406 
1,521,860 


3,546 
1,525,406 


PLANT  FUNDS 


2,240 
11,859 
68.354 


Unexpended     Repla 


6,232 
6,232 


(5,510) 
37,522 


2.466,063         3.466,794 


,565,230 
89,196 
14,005 


1,625,493 
1,625,493 


TRANSFERS 
MANDATORY: 
PRINCIPAL   AND   INT 

TOTAL  TRANSFERS 

NET   INCREASE    iDECR) 

BEGINNING   FUND  BALANCE 

ADJUSTMENTS 

FUND  BALANCE  ADJUSTED 

ENDING  FUMD   BALANCE 


(187,094) 

224.906 

(187,094) 

(37.812) 

0 

224.906 

(50,328) 

327,891 

0 

327,891 

0      67.946 
0     612,191 
0           0 
0     612.191 

(5.963) 

59,905 

0 

59,905 

(76,513) 

131.676 

0 

131.676 

37 
254 

254 

522 

096 

0 

096 

22.538 

220.116 

0 

220.116 

1.841 
11.127 

11.127 

301 

436 

0 

436 

S277.563    S 

0    $680,137 

$53,942 

$55,163 

$291 

618 

$242,654 

$12,968 

737 
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NORTHERN  MONTANA  COLLEGE 
STATEMENT  OF  CURRENT  FUNDS  REVENUES, 
EXPENDITURES,  AND  OTHER  CHANGES 
FISCAL  YEAR  ENDED  JUNE  30,  1987 

CURRENT  FUNDS 
Unrestricted  Restricted 


TOTAL 


REVENUES : 

TUITION  AND  FEES  $2,014,943  $2,014,943 

STATE  APPROPRIATIONS  5,923,635  5,923,635 

FEDERAL  GRANTS  31,469    $1,355,899   1,387,368 

STATE  GRANTS  12,512  66,866      79,378 

PRIVATE  GIFTS/GRANTS  107,108     107,108 

INVESTMENT  INCOME  16,366  16,366 
SALES  OF  AUXILIARY  AND  DESIGNATED 

ENTITIES  1,677,368  1,677,368 

OTHER  SOURCES  3,652  3.652 


TOTAL  REVENUES  9,679,945  1,529,873  11,209,818 

EXPENDITURES  AND  TRANSFERS 
EDUCATIONAL  AND  GENERAL 

INSTRUCTION  4,046,016  70,293   4,116,309 

PUBLIC  SERVICE  8,862  94,426     103,288 

ACADEMIC  SUPPORT  884,205  87,152     971,357 

STUDENT  SERVICES  1,017,365  1,017,365 

INSTITUTIONAL  SUPPORT  904,892  473     905,365 

OPERATION  OF  PLANT  996,545  996,545 

SCHOLARSHIPS  &  FELLOWSHIPS  280,001  1,269,516   1,549,517 


EDUCATIONAL  AND  GENERAL  TOTAL         8,137,886     1,521,860   9,659,746 

AUXILIARY  ENTERPRISES 
EXPENDITURES  1,427,661  1,427,661 

MANDATORY  TRANSFERS  FOR: 
PRINCIPAL  AND  INTEREST  187,094  187,094 


AUXILIARY  TOTAL  1,614,755  1,614,755 

TOTAL  EXPENDITURES  AND  TRANSFERS        9,752,641     1,521,860  11,274,501 

OTHER  TRANSFERS/ADD/(DED) 
PRIOR  YEAR  ADJUSTMENTS 

TOTAL  OTHER 

NET  INCR/(DECR)  IN  FUND  BALANCE 

SEE  ACCOMPANYING  NOTES  TO  THE  FINANCIAL  STATEMENTS 
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22,368 

(8,013) 

14,355 

22,368 

(8,013) 

14,355 

($50,328) 

$ 

0 

($50,328) 

NORTHERN  MONTANA  COLLEGE 
STATEMENT  OF  CURRENT  FUNDS  REVENUES, 
EXPENDITURES,  AND  OTHER  CHANGES 
FISCAL  YEAR  ENDED  JUNE  30,  1986 

CURRENT  FUNDS 


REVENUES : 
TUITION  AND  FEES 
STATE  APPROPRIATIONS 
FEDERAL  GRANTS 
STATE  GRANTS 
PRIVATE  GIFTS /GRANTS 
INVESTMENT  INCOME 
SALES  OF  AUXILIARY  AND  DESIGNATED 

ENTITIES 
OTHER  SOURCES 

TOTAL  REVENUES 

EXPENDITURES  AND  TRANSFERS 
EDUCATIONAL  AND  GENERAL 
INSTRUCTION 
PUBLIC  SERVICE 
ACADEMIC  SUPPORT 
STUDENT  SERVICES 
INSTITUTIONAL  SUPPORT 
OPERATION  OF  PLANT 
SCHOLARSHIPS  &  FELLOWSHIPS 

EDUCATIONAL  AND  GENERAL  TOTAL 

AUXILIARY  ENTERPRISES 
EXPENDITURES 
MANDATORY  TRANSFERS  FOR: 
PRINCIPAL  AND  INTEREST 

AUXILIARY  TOTAL 

TOTAL  EXPENDITURES  AND  TRANSFERS 

OTHER  TRANSFERS / ADD /(DED) 
PRIOR  YEAR  ADJUSTMENTS 

TOTAL  OTHER 

NET  INCR/(DECR)  IN  FUND  BALANCE 


Unrestricted 

Restricted 

TUTi 

\L 

$1,548,778 

$1, 

,548, 

,778 

6,202,678 

6, 

,202, 

,678 

29,185 

$1 

,291,207 

1, 

,320, 

,3^'2 

18,349 

37,298 

55, 

,6.7 

82,938 

82, 

,938 

19,419 

19, 

,419 

1,719,886 

1, 

,719, 

,886 

4,458 

4, 

,458 

9,542,753 

1, 

,411,443 

10, 

,954, 

,196 

3,978,897 

96,065 

4, 

,074, 

,962 

9,119 

42,694 

51, 

,813 

840,522 

93,172 

933, 

,694 

1,003,748 

5,284 

1, 

,009, 

,032 

757,897 

757, 

,897 

1,057,231 

1, 

,057, 

,231 

238,368 

1, 

,196,295 

1, 

,434, 

,663 

7,885,782 

1,569,916 

25,000 

1,594,916 

9,480,698 


1,433,510   9,319,292 

1,569,916 
25,000 


(15,267) 
(15,267) 
$46,788 


1,594,916 
1,433,510  10,914,208 

22,067       6,800 

22,067       6,800 

$         0    $46,788 


SEE  ACCOMPANYING  NOTES  TO  THE  FINANCIAL  STATEMENTS 
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NORTHERN  MONTANA  COLLEGE 

NOTES  TO  FINANCIAL  STATEMENTS 

FOR  THE  TWO  YEARS  ENDED  JUNE  30.  1987 

1.        SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  significant  accounting  policies  followed  by  Northern  Montana  College 
are  described  below  to  enhance  the  usefulness  of  the  financial  statements  to 
the  reader. 

A.  Accrual  Basis 

The  financial  statements  have  been  prepared  on  the  full  accrual  basis  in 
accordance  with  generally  accepted  accounting  principles  for  colleges  and 
universities.  The  statement  of  current  funds  revenues,  expenditures,  and  other 
changes  is  a  statement  of  financial  activities  of  current  funds  related  to  the 
current  reporting  period.  It  does  not  purport  to  present  the  results  of 
operations  or  the  net  income  or  loss  for  the  period  as  would  a  statement  of 
income  or  a  statement  of  revenues  and  expenses. 

To  the  extent  that  current  funds  are  used  to  finance  plant  assets,  the 
amounts  so  provided  are  accounted  for  as:  1)  expenditures,  in  the  case  of 
normal  replacement  of  movable  equipment;  2)  mandatory  transfers,  in  the  case 
of  required  provisions  of  debt  amortization  and  interest;  and  3)  transfers  of  a 
nonmandatory  nature  in  all  other  cases. 

B.  Fund  Accounting 

The  accounts  of  the  college  are  maintained  in  accordance  with  the  prin- 
ciples of  fund  accounting  wherein  resources  are  classified  for  accounting 
purposes  into  funds  that  are  identified  by  the  limitations  and  restrictions 
placed  on  their  use.  Separate  accounts  are  maintained  for  each  fund;  however, 
in  the  accompanying  financial  statements,  funds  that  have  similar  character- 
istics have  been  combined  into  fund  groups.  Accordingly,  all  financial 
transactions  have  been  recorded  and  reported  by  fund  group: 

-     Current    fund     -     includes    all     unrestricted    and     restricted     resources    which 
are  available  for  support  of  operations. 
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-  Loan  funds  -  includes  amounts  received  from  donors,  governmental  agen- 
cies and  mandatory  institutional  matching  grants  which  are  restricted  for 
use  in  making  loans  to  students. 

-  Endowment  funds  -  includes  amounts  which  are  subject  to  restrictions  of 
gift  instruments  requiring  that  the  principal  be  invested  in  perpetuity. 

-  Plant  funds  -  are  separated  into  four  distinct  subgroups  with  self- 
balancing  accounts: 

Unexpended     -     utilized     for     acquisition     of     long-term     institutional 
assets. 

Renewal    and    replacement    -    utilized    for    long-term    institutional    asset 
maintenance. 

Retirement    of    indebtedness    -    utilized    for    debt    service    charges    and 
retirement  of  indebtedness  on  long-term  institutional  assets. 

Investment     in     plant     -    denotes     the    cost    of    long-term     institutional 
assets  and  associated  liabilities. 

-  Agency  funds  -  include  assets  held  by  the  institution  as  a  custodian  or 
fiscal  agent  for  other  organizations  or  individuals. 

C.  Plant  Assets  and  Depreciation 

Investment  in  plant  represents  an  accumulation  of  the  cost  of  purchased 
assets  net  of  trade-in  amounts.  Gifts  are  recorded  at  market  value  when 
received.  Buildings  are  recorded  at  historically  based  appraisal  values  with 
subsequent  additions  at  cost.  Assets  purchased  are  recorded  as  expenditures  in 
the  various  funds  in  the  year  of  purchase.  Depreciation  on  physical  plant  and 
equipment  is  not  recorded. 

D.  Investments 

All  gains  and  losses  from  the  sale  or  disposition  of  investments,  except 
for  income  derived  from  investments  of  endowment  fund,  are  recorded  as  rev- 
enues of  the  fund  in  which  the  investments  are  recorded.  Gains  and  losses 
on  endowment  investments  are  recorded  as  stipulated  by  restrictions  on  each 
endowment. 
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E.  Restricted  Revenue 

Restricted     gifts,     grants,     appropriations,     endowment     income,     and  other 

restricted     resources     are     accounted     for     in     the     appropriate     restricted  funds. 

Restricted     current     funds     are     reported     as     revenues     and     expenditures  when 
expended  for  current  operating  purposes. 

F.  Inventories 

Inventories  consist  of  textbooks,  school  supplies,  minor  repair  parts,  food 
and  office  supplies,  and  are  valued  at  the  first  in,  first  out  (FIFO)  basis  at 
the  lower  of  cost  or  market  value. 

2.         INVESTMENTS 

Investments  at  June  30,  1987  consisted  of  amounts  invested  with  a  trustee 
and  are  recorded  at  cost.  Schedule  1  lists  the  investments  by  security  type 
and  shows  the  carrying  amount  (cost)  and  market  value  for  all  investments  by 
fund.  Market  values  were  obtained  from  the  June  30,  1987  Wall  Street  Journal 
for  listed  securities.  Mutual  Funds  are  at  a  per  share  cost  with  all  market 
gains  and  losses  distributed  with  interest  earnings  on  a  monthly  basis. 
Therefore  Mutual  Fonds  market  value  equals  cost. 

Schedule    1 


FUND 


INVESTMENT   TYPE 


Government 

Mutual 

Securities 

Funds 

Total 

Unexpended  Plant 

Carrying  Amount 

$    130 

$    130 

Market  Value 

130 

130 

Renewal  and  Replacement 

Carrying  Amount 

$262,893 

15,395 

278,288 

Market  Value 

265,448 

15,395 

280,843 

Retirement  of  Indebtedness 

Carrying  Amount 

243,863 

243,863 

Market  Value 

243.290 

243.290 

TOTALS 

Carrying  Amount 

$506,756 

$15,525 

$522,281 

Market  Value 

$508,738 

$15,525 

$524,263 
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Reporting  standards  require  that  all  investments  be  classified  into  one  of 
the  following  three  risk  categories. 

Category  1:  Insured      securities,       registered      securities      or      uninsured, 

unregistered    securities    held    by    the    entity    or    its    agent    in 
the  entity's  name. 

Category  2:  Uninsured,     unregistered     securities     held     by     the     counter 

party's  trust  department  or  agent  in  the  entity's  name. 

Category  3:  Uninsured,     unregistered     securities     held     by     the     counter 

party,    or    by    its    trust    department    or    agent    but    not    in    the 
entity's  name. 

All  Northern  Montana  College  government  securities  are  classified  in  risk 
category  1.    Mutual  funds  are  not  classified. 

3.        LONG  TERM  OBLIGATIONS 
A.       Bonds  Payable 

On  September  4,  1985,  the  State  of  Montana  Board  of  Regents  of  Higher 
Education  (The  Board)  authorized  the  issuance  of  Series  1985  Special  Purpose 
Revenue  Bonds.  The  Bonds  are  an  obligation  of  the  Board  of  Regents  of 
Higher  Education.  The  purpose  of  the  issue  was  to  provide  funding  to  various 
units  of  the  Montana  University  System  for  the  acquisition  and  installation  of 
computer  hardware,  computer  software,  and  various  other  types  of  equipment. 

The  issue  consisted  of  an  A,  B,  and  C  series.  On  August  27,  1986,  the 
Board  of  Regents  of  Higher  Education  issued  C  series  bonds  to  provide  funding 
to  Northern  Montana  College.  Northern  Montana  College  has  entered  into  a 
loan  agreement  with  the  Board  of  Regents  of  Higher  Education  to  repay  their 
portion  of  the  debt  associated  with  the  C  series.  The  loan  is  payable  through 
the  year  1992  from  the  gross  pledged  revenues  of  the  college's  computer  fees. 

Semi-annual  deposits  for  a  bond  and  interest  sinking  account  are  required 
equal  to  the  interest  and  principal  to  become  due  on  the  following  payment 
date.  Deposits  must  be  made  no  later  than  10  days  prior  to  the  payment  date. 
A  debt  service  reserve  fund  in  the  amount  of  $20,000  must  also  be  maintained 
with  a  trustee. 
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The  projected  debt  service  for  the  bonds  is  as  follows: 

Fiscal  Year 
Ending  June  30  Principal 

1988  $  32,347 

1989  34,902 

1990  37,659 

1991  40,635 

1992  43,845 

1993  11.382 
$200.770 


B.       Notes  Payable 

On  June  30,  1987,  Northern  Montana  College  took  out  a  note  with  D.A. 
Davidson  and  Company.  The  proceeds  of  the  note  were  used  for  the  early 
retirement  of  Housing  and  Dining  Bonds  payable  (see  footnote  4).  The  amount 
of  the  Note  is  $1,400,442.93  at  an  interest  rate  of  1/2  of  1%  over  the  Broker 
Call  rate  on  a  floating  rate  basis.  The  loan  is  due  and  payable  July  30,  1987 
or  such  later  date  as  agreed  upon  by  Northern  Montana  College  and  D.A. 
Davidson  and  Company. 

The  form  of  the  note  was  short-term,  however  Northern  Montana  Col- 
lege's intent  is  to  replace  the  note  with  long-term  bonds  payable.  Northern 
Montana  College  therefore  has  classified  this  debt  as  long-term  to  properly 
reflect  the  substance  and  nature  of  the  debt.    (See  footnote  5). 

4.        EARLY  EXTINGUISHMENT  OF  DEBTS 

On  June  30,  1987,  proceeds  from  a  note  with  D.A.  Davidson  and  Company 
were  used  to  refund  $2,451,000  of  outstanding  Housing  and  Dining  Bonds  Series 
A-H.  This  defeasance  resulted  in  a  gain  on  debt  extinguishment  of  $1,064,512 
and  is  reflected  in  the  financial  statements. 

The  proceeds  of  the  note  were  used  to  fully  satisfy  the  bonds  and 
neither  Northern  Montana  College  nor  the  State  of  Montana  have  any  current 
or  future  obligations  or  liabilities  related  to  the  Housing  and  Dining  Bonds 
Series  A-H. 
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5.  SUBSEQUENT  EVENTS 

On  August  19,  1987,  The  Board  of  Regents  of  Higher  Education  for  the 
State  of  Montana  (The  Board)  and  Northern  Montana  College  issued  Auxiliary 
Facilities  and  Student  Building  Fees  Revenue  Bonds  Series  A  1987  in  the 
aggregate  principal  amount  of  $1,445,000.  The  Bonds  are  limited  obligations  of 
the  Board,  and  are  payable  solely  from,  and  secured  by  a  first  party  lien  on. 
Auxiliaries  Facilities  Revenues,  earnings  from  investments  of  certain  funds  and 
accounts  created  under  the  bond  indenture,  and  Student  Fee  Revenues. 

The  bond  proceeds  were  used  to  satisfy  a  note  with  D.A.  Davidson  and 
Company  (see  note  3B)  and  for  various  repair  and  maintenance  projects. 

The  principal  amounts  of  the  bonds  mature  October  1st  of  varying  years 
with  varying  interest  rates  as  follows: 

Maturity  Principal  Interest  Rate 

October  1         Amounts  Maturing  (Per  Annum) 

1988  $    35,000  5.75% 

1989  35,000  6.00% 

1990  35,000  6.25% 

1991  40,000  6.50% 

1992  45,000  6.75% 
1993-2007  1.255.000  7.00-8.75% 

$1,445,000 

6.  LEASES 

A.      Capital  Leases 

Northern  Montana  College  is  obligated  under  a  capital  lease  of  telephone 
equipment  expiring  in  1992.  The  assets  and  liabilities  under  the  lease  are 
recorded  at  lower  of  the  present  value  of  the  minimum  lease  payments  or  the 
fair  value  of  the  assets.    The  assets  are  not  depreciated. 
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Minimum    future    lease    payments    under    the    capital    lease    of   June    30,    1987 


Fiscal  Year 

Ending  June  30  Amount 

1988  $  29,488 

1989  29,488 

1990  29,488 

1991  29,488 

1992  29,488 

1993  9.829 

Total  Minimum  Lease  Payments  $157,269 

Less:  Interest  31 . 167 
Present  Value  of  Net  Minimum 

Lease  Payments  $126 . 102 


Interest    is   at   an   annual    rate   of   8.5%   as  stated    in    the   contract.      Northern 
Montana  College  does  not  sublease  its  equipment  under  capital  leases. 

B.       Operating  Leases 

Northern     Montana    College    leases    office  space    for    the    nursing    program 

and    a    single    vehicle    under    operating    leases.  Minimum    future    rental    payments 
under  these  leases  for  the  next  five  years  are: 

Fiscal  Year 

Ending  June  30  Amount 

1988  $  14,172 

1989  14,172 

1990  9,772 

1991  4,686 

1992  -0- 

Total  Operating  Lease  Payments  $42 . 802 


7.        RETIREMENT  PROGRAMS 

Retirement  benefits  are  provided  for  the  academic  and  certain  pro- 
fessional staff  through  the  Montana  Teachers'  Retirement  System  (TRS)  and 
all  other  staff  through  the  Montana  Public  Employees'  Retirement  System 
(PERS).  Both  plans  are  administered  by  the  state  of  Montana  and  membership 
is    compulsory    for    the    respective    classes    of    employees.       Contributions    to    the 
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plans  are  made  by  both  the  college  and  the  participant  based  on  a  percentage 
of  the  participant's  salary. 

Defined  benefits  under  both  plans  are  based  on  years  of  service  and  final 
average  compensation  of  the  participants.  The  actuarial  present  value  of 
vested  benefits  and  the  amount,  if  any,  of  unfunded  past  service  costs  for 
employees  covered  under  the  plans  has  not  been  determined.  Total  pension 
expense  for  the  year  ended  June  30,  1987  was  $402,415  and  $350,022  for  the 
year  ended  June  30,  1986. 

Actuarial  evaluations  are  performed  every  two  years.  The  last  completed 
valuation  for  TRS  was  for  the  period  ending  June  30,  1987.  PERS  valuation 
was  for  the  period  ended  June  30,  1986.  Both  systems  were  actuarially  sound 
at  the  date  of  valuation. 

8.  COMPENSATED  ABSENCES 

Eligible  college  employees  earn  eight  hours  sick  and  ten  hours  annual 
leave  for  each  month  worked.  The  annual  leave  earned  increases  with 
longevity.  Employees  may  accumulate  annual  leave  up  to  twice  their  annual 
accrual  and  sick  leave  may  accumulate  without  limitation.  The  accumulated 
liability  for  compensated  absences  totaled  $496,646  at  June  30,  1987. 

9.  CONTINGENT  LIABILITIES 

The  lawsuits  pending  against  the  college  will  be  litigated  by  the 
Department  of  Administration,  Insurance  and  Legal  Division,  State  of  Montana. 
The  department  will  pay  any  costs  arising  from  these  suits,  so  the  outcomes 
have  no  financial  impact  on  the  college.  The  possibility  of  material  claims 
resulting  from  these  cases  is  remote. 

10.  ADJUSTMENT  TO  PRIOR  PERIOD  FUND  BALANCE 

A.  The  ending  fund  balance  for  the  Auxiliary  Fund  from  the  financial 
statements  for  the  fiscal  year  ended  June  30,  1985  erroneously  includes  $14,280 
of  Building  Fee  revenues  that  should  have  been  deferred  to  fiscal  year  1985-86. 
This  adjustment  corrects  the  beginning  fund  balance  for  that  error. 

B.  The  fiscal  year  1984-85  financial  statements  reflected  $54,921  in  the 
allowance  for  doubtful  accounts  that  had  already  been  written  off  to  the 
federal    government.      This    amount    should    have    been    recognized    as    a    bad    debt 
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expense    in    fiscal    year    1984-85.       This    adjustment    corrects    the    beginning    fund 
balance  for  that  error. 

C.  The  net  investment  in  Plant  Fund  for  the  fiscal  year  ended  June  30, 
1985  did  not  include  the  value  of  library  books  owned  by  Northern  Montana 
College  at  that  time.  This  adjustment  of  $880,459  adjusts  beginning  fund 
balance  to  include  those  library  books. 

11.      ENROLLMENT  RECORDS 

Units  of  the  university  system  report  enrollment  figures  for  each  quarter 
to  the  Commissioner  of  Higher  Education  (CHE).  The  legislature  uses  enroll- 
ment data  as  part  of  a  formula  to  fund  the  university  system.  Enrollment  is 
measured  in  full  time  equivalents  (FTEs).  The  following  schedule  shows  FTE 
count  at  the  college  for  fiscal  years  1985-86  and  1986-87. 

Schedule  of  Student  FTE 

1 


Quarter 

Summer 

Fall 

Winter 

Spring 

Summer 

Fall 

Winter 

Spring 
1 


Year 

1985 
1985 
1986 
1986 

1986 
1986 
1987 
1987 


Undergraduate 
FTEs  Reported 

560 

1. 

,467 

1 

,504 

1 

,324 

599 

1 

,472 

1 

,466 

1 

,325 

Graduate       Total  FTEs 
FTEs  Reported   Reported 


89 

649 

45 

1,512 

51 

1,555 

40 

1,364 

115 

714 

56 

1,528 

49 

1,515 

48 

1,373 

Undergraduate  quarterly  credit  hours  divided  by  15. 
Graduate  quarterly  credit  hours  divided  by  12. 
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COLLEGE  RESPONSE 


NORTHERN  MONTANA  COLLEGE 

Montana  University  System 

HAVRE,  MT  59501 

(406)  265-3221 


:aESVED 


May   23,    1988 


MONTANA  LEGISLATIVE 

AUDITOR 


Mr.  Scott  Seacat 
Legislative  Auditor 
State  Capitol,  Room  135 
Helena,  MT   59620 

Dear  Mr.  Seacat: 

Enclosed  is  Northern  Montana  College's  response  to  recommendations 
made  in  the  course  of  your  staff's  audit. 

We  wish  to  thank  the  audit  staff  for  the  professional  review  of  our 
fiscal  management. 


Sincerely, 


William  C.  Merwin 
President 


lj:/V79 
Encs 
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NORTHERN  MONTANA  COLLEGE  IS  A  UNIT  OF  THE  MONTANA  UNIVERSITY  SYSTEM,  THE  OTHER  COMPONENT  INSTITUTIONS  OF  WHICH  ARE  UNIVERSITY  OF  MONTANA  AT  MISSOULA    MON^ 
TANA   STATE   UNIVERSITY   AT  BOZEMAN    MONTANA  COLLEGE  OF  MINERAL  SCIENCE  AND  TECHNOLOGY  AT  BUTTE.  WESTERN  MONTANA  COLLEGE  AT  DILLON    AND  EASTERN  MONTANA 

COLLEGE  AT  BILLINGS 


RECOMMENDATION  #1  A. 

We  recommend  the  college  implement  procedures  to  ensure  timely  drawdown 
of  grant  funds. 

RESPONSE: 

CONCUR.  Cash  management  procedures  are  being  established  to  ensure 
timely  drawdowns.  Procedures  will  be  implemented  by  June  30,  1988. 


RECOMMENDATION  #1  B. 

Vfe  recanmend  the  college  obtain  proper  authorization  for  all  inter- 
entity  loans. 

RESPONSE: 

CONCUR.  Inter-entity  loans  will  be  reviewed  as  part  of  NMC's  cash 
management  procedures. 


RECOMMENDATION  #1  C. 

Vfe  recommend  the  college  record  revenue  and  expenditures  in  the  proper 
fund. 

RESPONSE: 

CONCUR. 


RECOMMENDATION  #2  A. 

We  recommend  the  college  reduce  the  contingent  revolving  fund  limit  and 
seek  authorization  for  temporary  increases  during  registration  periods 
based  on  calculated  needs. 

RESPONSE: 

CONCUR.  The  contingent  revolving  fund  will  be  reduced  to  $35,000  on 
July  1,  1988.  New  registration  procedures  adopted  in  March  have 
greatly  reduced  our  use  of  the  contingent  revolving  fund,  however,  if 
increases  are  required  for  special  purposes,  authorization  will  be  re- 
quested on  a  temporary  basis. 
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RECOMMENDATION  #2  B. 

We  recommend  the  college  request  proposals  from  banks  for  the  contin- 
gent revolving  fund  account  or  obtain  a  written  exemption  fron  the  De- 
partment of  Administration. 

t^SPONSE: 

PARTIALLY  CONCUR.  Northern  Montana  College  presently  receives  free 
banking  services.  Preliminary  discussions  with  local  banks  have  indi- 
cated that  if  an  interest  bearing  account  were  used,  the  service 
charges  would  equal,  or  possibly  exceed  the  interest  earned.  Although 
the  contingent  revolving  fund  has  been  kept  at  one  bank,  the  daily 
collections  at  NMC  has  rotated  between  Havre's  two  state  approved  banks 
every  six  months.  This  has  given  the  college  a  good  working  relation- 
ship with  the  local  financial  canmunity.  We  feel  little  could  be 
gained  through  the  solicitation  of  proposals  fron  local  banks  and 
therefore  we  will  seek  permission  fron  the  Department  of  Administration 
to  continue  our  present  banking  arrangement. 

RECOMMENDATION  #3. 

We  recommend  the  college  obtain  signed  documentation  fron  student  ap- 
plicants that  previous  financial  aid  obligations  have  been  met. 

RESPONSE: 

CONCUR.  Procedures  have  been  implemented  in  the  Financial  Aid  Office 
to  insure  that  applications  are  not  processed  until  all  required  assur- 
ances are  received. 


RECOMMENDATION  #4. 

Vfe  recommend  the  college  retain  all  financial  aid  records  for  five 
years  in  compliance  with  federal  regulations. 

RESPONSE: 

CONCUR.  Procedures  are  being  adopted  to  require  the  college  registrar 
to  forward  copies  of  all  confirmation  reports  to  the  Financial  Aid 
Office  for  filing  and  retention. 


RECOMMENDATION  #5. 

Vfe  recommend  the  college  ensure  that  students  sign  and  date  check  re- 
leases before  college  personnel  release  student  aid  checks. 

RESPONSE: 

CONCUR.  Procedures  have  been  implemented  to  insure  that  releases  are 
signed  and  dated  prior  to  the  release  of  all  financial  aid  monies. 
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RECOMMENDATION  #6  A. 

We  recommend  the  college  adopt  standard  inventory  procedures  and  com- 
plete physical  inventory  of  equipment  as  required  by  state  policy. 

RESPONSE : 

CONCUR.  The  college  has  recently  named  an  agency  property  coordinator. 
This  coordinator  is  currently  being  trained  to  handle  all  aspects  of 
plant,  property  and  equipment  inventory.  The  duties  assigned  to  this 
position  include  working  with  management  to  develop  and  implement 
proper  inventory  procedures  and  policies,  ensure  conplete  and  accurate 
property  records  are  maintained,  aid  in  the  development  of  proper  val- 
uation policies,  and  ensure  that  financial  records  (SBAS)  are  updated 
annually  to  agree  with  the  subsidiary  property  records. 


RECOMMENDATION  #6  B. 

We  recommend  the  college  ensure  that  SBAS  is  updated  each  fiscal  year 
to  agree  with  the  property  listing. 

RESPONSE: 

CONCUR.  See  response  to  #6A. 

RECOMMENDATION  #7. 

We  recommend  the  college  establish  control  procedures  that  ensure 
equipment  and  intangible  assets  are  recorded  according  to  state  policy. 

RESPONSE: 

CONCUR.  See  response  to  #6A. 

RECOMMENDATION  #8. 

We  recommend  the  college  develop  a  comprehensive  long-range  preventive 
maintenance  plan. 

RESPONSE: 

CONCUR.  During  the  next  fiscal  year,  efforts  will  be  made  to  develop  a 
comprehensive  long  range  preventive  maintenance  plan.  It  should  be 
noted,  as  stated  in  the  report,  that  sane  routine  preventive  mainte- 
nance is  already  being  accomplished.  It  is  our  plan  to  increase  the 
items  covered  every  year. 
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RECOMMENDATION  #9. 

We  recommend  the  college  execute  a  contract  with  the  foundation  that 
specifies  the  rights  and  obligations  of  each  party. 

RESPONSE : 

CONCUR.  The  college  will  execute  a  contract  with  the  Northern  Montana 
Development  Foundation  which  clearly  identifies  the  rights,  duties,  and 
obligations  of  each  party.  This  contract  will  be  executed  by  December 
31,  1988. 


RECOMMENDATION  #10. 

We  recommend  the  college  establish  accountability  for  the  $6,231  of 
endowment  scholarship  moneys  transferred  to  the  NMC  Foundation. 

RESPONSE: 

CONCUR.  Northern  Montana  College  will  execute  proper  agreements  with 
the  parties  concerned  regarding  this  endowment. 


RECOMMENDATION  #11  A. 

We  recommend  the  college  pay  enployees  at  comparable  rates  for  similar 
work. 

RESPONSE: 

CONCUR.  In  determining  the  payrates  for  student  employees,  the  follcw- 
ing  guidelines  will  be  used. 

1.  Other  conparable  work 

2.  Marketplace  rates 

3.  Conplexity  of  task 

4.  Experience 

5.  Background 

6.  Need  to  accomplish  college  goals 


RECOMMENDATION  #11  B. 

We  recommend  the  college  document  authorization  for  rates  paid  to  all 
eitployees. 

RESPONSE: 

CONCUR.  Procedures  will  be  in  effect  by  Fall  Quarter  1988  giving  the 
rate  to  be  paid. 
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RECOMMENDATION  #12. 

We  reconmend  the  college  set  service  charge  rates  that  reasonably  re- 
flect the  cost  of  the  service  provided. 

RESPONSE: 

CONCUR.  We  agree  that  rates  should  reflect  the  cost  of  services  pro- 
vided. Included  in  the  rate  calculations  are  anticipated  inventory  and 
equipment  (tools  and  machinery)  purchases.  Charges  were  rebated  during 
fiscal  year  1986-87  because  fewer  expenses  were  incurred  than  officials 
had  originally  planned  for.  Through  ^ril  of  fiscal  year  1987-88  ex- 
penses have  slightly  exceeded  revenue  indicating  that  current  rates  are 
fairly  accurate,  however  as  part  of  normal  management  processes,  ser- 
vice charge  rates  will  be  examined  and  reviewed  for  fiscal  year  1988- 
89. 
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